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ANNUAL REPORT 


HIGHLIGHTS 


NET SALES ~ 36,800,000 


39,930,000 


NET INCOME — 1,352,000 1,913,000 


SHAREHOLDERS’ EQUITY 


21,643,000 21,042,000 


WORKING CAPITAL 


8,836,000 10,945,000 


NEW INVESTMENT IN PLANT AND EQUIPMENT | 5,694,000 


8,524,000 


DEPRECIATION 690,000 568,000 


NET INCOME PER SHARE 50 13 


DIVIDEND RATE PER SHARE Al 


44 
EQUITY PER SHARE 
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<Haves> HAYES-DANA LIMITED 
<pana> THOROLD, ONTARIO 


September 8, 1967 
To the Shareholders: 


Our fiscal year of 1966-67 showed progress in the growth of Hayes-Dana Limited as we completed 
our new Frame Division and successfully acquired The Perfect Circle Company Limited and Victor 
Manufacturing & Gasket Company of Canada, Limited. A reduced rate of car and truck production 
resulted in sales of $36,800,000 as compared to $39,930,000 for our previous year. While our Frame 
Division was completed in the latter part of the year, there were no shipments of frames during 
1966-67. 


Net income after providing $690,000 for depreciation was $1,352,000 or 50¢ per share. After provid- 
ing depreciation of $568,000, net income last year was $1,913,000 or 73¢ per share, as restated for 


comparative purposes. 


In addition to the 8% fall-off in sales, several significant factors adversely affected our earnings. 
Among these were interest charges and general breakaway expenses relating to our new Frame 
Division. The cost of re-arranging our Drive Line Division and Forge Division to permit the installa- 
tion of our new heavy truck propeller shaft line, tube mill, heat-treating facilities, and forge equip- 
ment was absorbed. Sharp increases in cost-of-living, pensions, material and depreciation could 
not be offset in their entirety during the current year by either cost reductions or price increases, 


but are receiving concentrated attention by management for the coming year. 


The aftermarket contributed approximately 30% of our earnings, although our Nasco remanufactur- 
ing division recorded a small loss. With the addition of the Perfect Circle and Victor products to 
our existing product lines, and in consideration of their distribution and other problems, we have 
created a separate management group to handle the aftermarket. This will assist us in improving our 


performance both in growth and profit in this specialized area. 


We project a sizeable increase in sales for the coming year, derived in the main from our new 
products, automotive frames and heavy truck propellar shafts. Every effort is being directed to mini- 
mize the breakaway time required to put our Frame Division into production on a profitable basis 
before the completion of this fiscal year. 

Respectfully submitted 

On behalf of the Board of Directors 


O24 fhum 


R. C. McPHERSON G. B. MITCHELL 
Chairman of the Board President 


DRIVE TRAIN DIVISION 


A total of $1,100,000 was spent on our combined program to 
increase capacity to support our forecasts and for cost re- 


ductions. 


Equipment acquired was in the main of a standard nature to 
ensure flexibility in the future. A new tube mill now produces 
our steel tubing, a major component of our propeller shaft 
assemblies. These additions, plus extensive reprocessing, have 
enabled us to remain relatively competitive in both the Cana- 


dian and the U.S. markets. This program will continue to re- 


ceive our maximum attention. 


The machining and assembly lines for production of heavy duty 


Universal Joints and Propeller Shafts are now operating. This 
will significantly add to our sales volume and permit Hayes- 
Dana to offer the only complete line of Universal Joints in 


Canada. 
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This division produced some 17,000 tons of finished forgings 
during the past year. Almost all of this output was utilized by 


our Drive Train Division. 


We expended $358,000 in the past year to implement a three 
phase program. The first phase was to complete the conversion 
of all our hammers to the board, drop or gravity type which 
produce our products in the most economical manner. Second 
phase was to increase capacity for this year with the addition 
of a new continuous quench and draw furnace and new 2500 
and 4000 lb. board hammers, giving us a total of 17 units. 
Third phase was cost reduction, with the addition of three new 
presses, permitting more hot trimming of product at the forge 


unit. 


Our projected requirements through 1972 indicate a need to 
double our forge capacity and a capital expenditure exceeding 


$1,000,000. 


ni 
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FRAME DIVISION 


Our new automotive frame plant, the largest single expansion 
in our company’s history, is now completed and equipped at a 
cost substantially below our estimate. It will be formally open- 
ed by the Honourable C. M. Drury on September 20, immediate- 


ly following our annual shareholders meeting. 


We now enter a breakaway period and our production will 
follow a “learning curve’ while our employees become more 
proficient in their new skills — heavy press operation and 
production welding. We expect they will be operating at target 


pace by January of 1968. 


The present plant has a normal production capacity of 250,000 
frames per year but is capable of turning out 30,000 a month at 


peak operation. 


In the first full year of operation as a division of Hayes-Dana 
Limited, significant operating improvements have been made 
at Nasco. 


Production has been put on a predictable schedule basis. This, 
in turn, has made possible cost reduction programs which are 
already proving effective. A work simplification program by 
first line supervision is responsible for the majority of the cost 
savings through reprocessing of operations. 


Plant layout and reorganization of both services and remanu- 
facturing areas have also contributed to improved operations. 
Of the 123,000 sq. ft. of plant floor space, 50,000 sq. ft. has 
been completely reorganized, and much of the remainder has 
been done in part. We will continue to improve and modernize 
our operations to meet the changing requirements of the mar- 
ket. 


A concerted effort has been made to control product quality 
through the installation of a Test Laboratory staffed by compe- 
tent technicians. Today’s market demands a high level of 
product quality, and through continual product inspection and 
testing, we are able to meet this demand. 


Aggressive execution of these programs will permit Nasco 
Division to play a major role in supporting the Hayes-Dana 
policy of further participation in the aftermarket. 


PERFECT CIRCLE-VICTOR DIVISION 


We welcome to our growing family our two latest members — 
The Perfect Circle Company Limited, manufacturers of piston 
rings and engine parts, and Victor Manufacturing & Gasket Co. 
of Canada, Limited, producers of automotive gaskets. These 
two companies were wholly-owned by Dana Corporation and 
their acquisition consolidates Dana's holdings in Canada under 


the Hayes-Dana management. 


Located in Don Mills, Ontario, Perfect Circle, the leading manu- 
facturer of piston rings in Canada, supplies engine manufactur- 
ers and serves the aftermarket through an effective distribu- 


tion organization. 


Victor Gasket operates a manufacturing facility and parts ware- 
house in St. Thomas, Ontario, supplying gaskets, etc. to the ve- 
hicle manufacturers. A broad range of replacement gaskets and 


oil seals is distributed through major wholesalers across Canada. 


These two prestige product lines in the engine parts field will 


add strength to our aftermarket organization. 
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In order to strengthen and streamline our aftermarket organi- 
zation, we have combined all our warehouse, distribution facili- 


ties and sales groups into this new division of our company. 


A wide range of products, all leading brand names — Spicer, 
Mechanics, Borg & Beck, Blood, Salisbury, Chelsea, Long, Rock- 
ford, Ag-master, Renu, Nasco — and now Perfect Circle and 
Victor — are made available to the repair and replacement 
market for automotive, agricultural and industrial equipment 


of all types. 


Our products are sold through all the major distribution chan- 
nels. In addition, modern well stocked warehouses are operat- 
ed across Canada, in Vancouver, Edmonton, Winnipeg, St. 
Thomas, Toronto, Hamilton, Montreal and Moncton, and pro- 


vide prompt ‘‘break-down” service on a regional basis. 


We believe, that our service parts business, efficiently man- 
aged, can have a stabilizing effect on our overall sales and 


profits. 


SPECIAL SERVICES LIMITED 


This operation, comprising the Kerr Division in Oshawa and 
Cantrac Division in Oakville, specializes in motor vehicle pre- 
paration, factory pickup service, and the installation of special 
equipment for dealers and fleet organizations, on all types of 
passenger cars, truck chassis, and busses from the vehicle 


manufacturing plants. 


Factory pickup of either cars or trucks requires the vehicles 
to undergo pre-delivery service prior to release. Trucks can be 
arranged in driveaway combinations of two, three, or four vehi- 
cles, for quick and economic deliveries to dealers. Conversion 
of frames and the addition of special equipment such as gaso- 
line saddle tanks, power take-offs, air conditioning, etc., per- 
mits the vehicle manufacturer and the dealer to offer a highly 
specialized piece of equipment without hampering the flow of 


assembly lines. 


As a specialist operating with modern shop facilities and 


equipment and staffed by experienced personnel, we can pro- 


vide these services swiftly and economically. 


Sa FINANCIAL REVIEW 


SALES in our 1967 fiscal year, including 
those of our newly acquired subsidiaries, 
The Perfect Circle Company Limite” and 
The Victor Manufacturing & Gasket Com- 
pany of Canada, Limited, were $36,800,000. 
This compares directly with $39,930,000 for 


the previous year and represents a decline 
of 8%. 


NET INCOME for the year declined 29% to 
$1,352,000 or 50 cents per share from 
$1,913,000 or 73 cents per share. The per 
share earnings have been calculated on the 
number of shares outstanding at the re- 
spective year ends and are directly com- 


parable. 


DIVIDENDS were paid on our shares during 
the year at the rate of 11 cents quarterly. 
In 1966, the quarterly rate averaged 1014 
cents. Dividends have now been paid con- 
tinually over a period of 24 years. 


TAXES on income in the amount of $1,317,- 
000 were charged against current earnings, 
where applicable, at an average rate of 
49%. By the application of capital cost al- 


lowances, and certain other expenses de- 


ductible under current tax regulations, we 
are able to defer the payment of $740,000 
to future years, thus improving our cash 


flow. 


EXPENDITURES FOR PLANT AND EQUIP- 
MENT during the year were $8,524,000 by 
far the highest in our company’s history. 
Of this amount approximately $6,866,000 
related to our new Frame Plant; $1,458,000 
was spent to improve and expand our Forge 
and Drive Train facilities; and $200,000 was 
used for new equipment in our other opera- 
tions. Depreciation charged against opera- 
tions amounted to $690,000, or 1.9% of 
sales. In 1966 the comparable amount 
charged was $568,000, 1.4% of sales. 


NET WORKING CAPITAL at the year end 
stood at $8,836,000, a decline of $2,109,000. 
The decrease is a result of our use of short 


term loans for the purchase of fixed assets. 


SHAREHOLDERS’ EQUITY of $21,643,000 
amounts to $8.03 for each of the 2,696,533 
shares outstanding at the year end, an in- 
crease from $8.00 per share at the end of 


the previous year. 


HAYES-DANA LIMITED 


AND SUBSIDIARY COMPANIES 


ASSETS 
1967 
CURRENT ASSETS: er 
Cash 8 431,000 
Marketable securities, at cost which approximates market : 201,000 
Accounts receivable, less allowance for doubtful accounts + 
Trade : 3,392,000 
Affiliated company . 212,000 
Income taxes recoverable 1,429,000 
Inventories, at lower of cost or net realizable value 7 11,998,000 
Prepaid expenses 380,000 
“ i 18,043,000 
LAND, BUILDINGS, MACHINERY AND EQUIPMENT, at cost : 25,959,000 
Less — Accumulated depreciation J 7,257,000 
OTHER ASSETS, at cost: 
Investments : 222,000 
Special refundable tax 141,000 
Deferred expenses (Note 3) 365,000 
728,000 
APPROVED ON BEHALF OF THE BOARD: 
G. B. MITCHELL, Director 
H. J. CARMICHAEL, Director RE SH 
$37,473,000 


AUDITORS’ REPORT TO THE SHAREHOLDERS OF HAYES-DANA LIMITED: 


We have examined the above consolidated balance sheet of Hayes-Dana Limited and subsidiary 
companies as at July 31, 1967 and the related consolidated statements of income, net income retain- 
ed for use in the business and source and use of funds for the year then ended. Our examination 


was made in accordance with generally accepted auditing standards and accordingly included such 


tests of the accounting records and such other auditing procedures as we considered necessary in 
the circumstances. 


CONSOLIDATED BALANCE SHEET 


LIABILITIES 
CURRENT LIABILITIES: 
Bank advances, (including a secured loan of $440,000;  Preaameecemmncnas 
1966 — $400,000) - $ 3,116,000 
Accounts payable and accrued liabilities — . 
Trade : 3,942,000 
Affiliated companies a 979,000 
Dividend payable ql — 
Income taxes payable 170,000 
Current portion of long-term debt e 1,000,000 ee i 
f 9,207,000 | eeeggng 
LONG-TERM DEBT: oo 
6% Secured Debenture repayable in semi-annual 
instalments of $500,000 commencing 
December 15, 1968 : 4,000,000 oe 
DEFERRED INCOME TAXES (Note 5) : 2,623,000 E 1,057,000 | 
SHAREHOLDERS’ EQUITY : 
CAPITAL STOCK without nominal or par value 
(Notes 1, 2 and 6): 
Authorized — 4,000,000 shares ane 
Issued — 2,696,533 shares in 1967; 2,631,233 shares in 1966 _ 8,880,000 ff 7,050,000 — 
NET INCOME RETAINED FOR USE IN THE BUSINESS 42,763,000 ff 13,992,000. 
21,643,000 ff 21,042,000 
$37,473,000 


$28,743,000 


In our opinion these financial statements present fairly the financial position of the companies as at 
July 31, 1967 and the results of their operations and the sources and uses of funds for the year 
then ended, in conformity with generally accepted accounting principles applied on a basis con- 
sistent with that of the preceding year. 


PRICE WATERHOUSE & CO. 
TORONTO, August 30, 1967. Chartered Accountants. 


HAYES-DANA LIMITED 


AND SUBSIDIARY COMPANIES 


CONSOLIDATED STATEMENT OF INCOME 


Year ended July 31 


Me TERSeee basse 
Sales $36,800,000 f- 
Dividends, interest and other income ; 197,000 
36,997,000 
Costs and expenses (including depreciation of 
$690,000 in 1967 and $568,000 in 1966): 
Cost of sales 31,653,000 
Selling, general and administrative expenses 2,494,000 
Interest (Note 4) & 181,000 
34,328,000 : 35,994 ,,0 
2,669,000 ff 4,066,000 
Income taxes (Note 5): a oe 
Current 577,000 _ . 1,964,00077 
Deferred 740,000 ce S = 389,000: = 


1,317,000 || 2,153,000 
Net income for the year $ 1,352,000 ff $ 1,913,000 


CONSOLIDATED STATEMENT OF SOURCE 
AND USE OF FUNDS 


Year ended July 31 


1967 1966 
Source of funds: peo : senieeeeiaeeeainas 
Net income for the year $ 1,352,000 - $ 1,913,000 © 
Charges not requiring a cash outlay- > Se ‘ a 
Depreciation 690,000 «2 568,000 
Deferred income taxes (Note 5) 1,565,000 589,000. 
Funds from operations 3,607,000 ff 3,070,000 
Working capital of subsidiaries acquired — ae 333,000 
Received on sale of shares = - 5,001,000; ~ 
Received on exercise of stock options 130,000 13,000. = 
Issue of 6% secured debenture 4,000,000 se — 4 


Use of funds: ) eairano 


Additions to plant and equipment :(net) 8,485,000 < | SA20 000 | 
Cash dividends 881,000 =f 780,000) 
Increase in other assets 480,000 § 79,000 — 
Acquisition of subsidiaries -— | 2 Ste0b0 


9,846,000 J —_—7,192,000 
Increase (decrease) in working capital $(2,109,000) ff S $ 1,225,001 S 


: HAYES-DANA LIMITED 


AND SUBSIDIARY COMPANIES 


CONSOLIDATED STATEMENT OF NET INCOME RETAINED 


FOR USE IN THE BUSINESS 


Balance at beginning of year: 
Hayes-Dana 
Perfect Circle and Victor 


Net income for the year 


Excess of cost of investment in subsidiaries 
acquired during the year over book 
values of their net assets 


Dividends paid: 
Hayes-Dana 


Perfect Circle (including a stock dividend 
of $1,700,000) . 


Balance at end of year 


Year ended July 31 
1967 1966 


$13,992,000 


13,992,000 
1,352,000 


15,344,000 


« 


757,000 


1,824,000 
2,981,000 


Se ik Naas ce eR OK 


$12,763,000 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1. PRINCIPLES OF CONSOLIDATION: On October 28, 1966, sup- 
plementary letters patent were’ obtained to change the name 
of the company from Hayes Steel Products Limited to Hayes- 
Dana Limited. The consolidated financial statements include the 
financial position of Hayes-Dana Limited and all of its subsidiary 
companies. 

On July 21, 1967, Hayes-Dana Limited issued 400,000 shares of 
its capital stock for all the outstanding shares of The Perfect 
Circle Company Ltd. and The Victor Manufacturing & Gasket 
Company of Canada, Limited. The shares of Perfect Circle were 
owned by Dana Corporation, the controlling shareholder of 
Hayes-Dana, and the shares of Victor were owned by Victor 
Manufacturing & Gasket Company, a wholly-owned U.S. sub- 
sidiary of Dana Corporation. The number of shares issued was 
based on the average annual earnings of Perfect Circle and 
Victor over the past three years equated with the average 
earnings per share of Hayes-Dana over a comparable period. 
The relative net worth of the three companies was also taken 
into consideration. 


This transaction has been accounted for as a pooling of inter- 
ests and accordingly the consolidated financial statements 
have been restated to include the accounts of Perfect Circle 
and Victor from August 1, 1965. 


2. CAPITAL STOCK: Changes in the capital stock over the 
two years were as follows: 


Year ended July 31 1967 1966 


Balance at beginning of year: 


‘Hayes-Dana $7,050,000 $1,841,000 
Perfect Circle and Victor — 195,000 


7,050,000 2,036,000 
Issue of 446,165 shares through 


exercise of rights = 5,001,000 
Issue of 65,300 (1966-4,068 shares) 
through exercise of stock options 130,000 13,000 


Transfer from net income retained for 
use in the business for Perfect 
Circle stock dividend 1,700,000 — 


$8,880,000 $7,050,000 


3. DEFERRED EXPENSES: Start-up costs of $523,000 were 
incurred during the year in connection with the new frame plant 
and an estimated additional $400,000 will be incurred by January 
31, 1968, at which time the plant will be in full operation. Of 
these costs, $158,000 have been written off in the year ended 
July 31, 1967 and the remaining $765,000 will be amortized in 
equal amounts over two and one-half years commencing Feb- 
ruary 1, 1968. 


Balance at end of year 


4. INTEREST: Total interest paid during the year ended July 31, 
1967 on bank advances and the secured debenture was $298,000. 
Of this amount, $117,000 has been capitalized as part of the cost 
of the new frame plant and equipment. 


5. INCOME TAXES: By claiming maximum expenses allowed 
for income. tax purposes in the year ended July 31, 1967, the 
company will create a loss fcr tax purposes through which ap- 
proximately $825,000 of the income taxes paid in respect of the 
prior year will be recovered. Accordingly this amount, together 
with $740,000 of the current year’s provision for income taxes, 
has been added to deferred income taxes in the consolidated 
balance sheet. 


6. STOCK OPTIONS: In 1960 the shareholders approved an 
Employees’ Stock Option Plan which provided for granting 
options to officers and key employees to purchase 120,000 
shares of the company's capital stock at a price equal to 95% 
of the market value on the date granted. Through an amend- 
ment to the plan, approved by the directors on September 28, 
1966, all options may be exercised by December 31, 1967. 
During the year ended July 31, 1967, options on 65,300 shares 
were exercised for a total consideration of $130,000. Options 
outstanding at July 31, 1967 were as follows: 


Option price Directors and Other 
per share officers employees Total 
$1.70 1,200 4,200 2,400 
172 — 1,600 1,600 
222 — 400 400 
4.45 2,400 1,132 Boce 
7.84 400 1,200 1,600 
9.14 3,000 3,900 6,900 
7,000 9,432 16,432 


At July 31, 1967 options had been granted for all shares avail- 
able under the Plan. 

7. REMUNERATION OF DIRECTORS AND SENIOR OFFICERS: 
The direct remuneration of directors and senior officers was 
$253,000 for the year ended July 31, 1967 (1966 - $204,000); of 
this amount, $123,000 (1966 - $121,000) was received by direc- 
tors. 

8. PENSION PLANS: Pension plan expenses for the year 
amounted to $490,000 (1966 - $413,000). There is an unfunded 
past service liability estimated at $3,300,000 which is being 
amortized over not more than twenty-five years. 
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